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The Impact of Monetary Stringency on Business Investment

THE Fear 1048 was choracterized by
cne of the zoverest wredib squeezes of
the past Lalf centiry. Im  the Jete
summer, interest rates on hish gquality
porporate boods resched a level that
had not been matched sines the early
1920°s and that waa approached only
briefly in 1932, The 1866 developments
reflected & eeries of restrictive monetary
measures fakem by the Federal Re
gotve Doard to offset the inflationery
effect of a surging demand for poods
and services from virtually all sectors
of the BCOTONLY. While fiscal policy
and moral sussion were also used to

combat inflationary tendencies, there

was an unusually heavy reliance on
monataTy NIOASITES.

Thase mepsures ware initistad around
the end of 1965 and wera intensified
from the spring of 1966 until the fail,
when the Bogard apparently moderated
its restrictive policy becausa of the
waning of inflationary pressures. Nat
iree reserves of member bhanks (excess
Teserves Jess borrpwings from Reserve
Banks) declingd substentislly from
Japuary to Qctober and then started
to increase. The secsonnlly adjusted
money =tock (currency plus demand
deposits), which had besn rising
markedly, declined from April to Octo-
bar; it then leveled off aed in early
1907 experienced & recovery. Although
the money stock plus time deposits
{which is considerad by some economists
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to be 8 more comprehensive measure
of money supply) incrensed moderately
from April to October, the rate of
growth was much lowar then in the
preceding or follewing periods. Most
cepital mavket interest yields reached
s peak in the late summer, though
others—such as those on shori-term
bank loans and housing—-did not ease
until cloge to the end of the year.

As a result of these developments,
1068 provides an unusually favorable
basis for studying the economic effects
of restrictive monetary measures. Econ-
omistz have generslly asaumed that
such measures {acting through intereat
Tates, credit availability, snd perhaps
directly through the money supply)
bhave their most important impact on
the demand for diferent types of in-
vestment and gquasi-investment. gﬂoda
ipeluding housing, pleat and equip-
roent, invenicries, consumer durables,
and State and lucnl conztruction. How-
ever, except for homsing where the
avidence is reascnably clear, thers has
been to conviocing empirical verifica-
tion of this. Ons of the basie difficulties,
of course, involves separating the effects
of tight moeney from the effacts of all the
other influsnees on investment demand,
particularly since restrictive monetsry
policy and boomsing demand uenally
eoincide. The repid and substantial de-
cline in housing investment starting in
the second quarter of 1968—which was
assoriated with evidence of a tightening
in the availability of mortpage money
rather than with a weakening in busic
demand—points to the drematic im-
pact of tight money ¢n the housing
market in that peried. However, it iz
much more difficuli to isolate the im-

pact. on other seetors. For - business
investimens in plant and equipment and
in inventories, which constitutes by far
the largest part of total private invest-
ment, shere are no obvious indications
in the 1066 national sccounts or in

other available data of any substantial

_effect of restriciive monetary policy,

though there is some evidence of a
moderats slackening in nonresidential
construction starting in the second
querser of the year.

An examination of earlier experi-
enca alag points to an indeterminate
rela.tmnsl:up batwesn tight mopey pol-
icy and business mveat-ment, again
reflacting, at least in part, the co-
incidence of such policy and booming
demend. Econometnic witempts to izo-
late the effects of mopetary policy
froms other supply and demand con-
siderations affecting business invest-
ment have besn incontlusive. Depead-
ing on the econometric modsl utilized,
it is possible to point to significant
interest Tate offosis on plent and
equipment bat not on inventories, on
fnvantoriss but not on plant and equip-
meat, on both, o on peither. Gener-
plly, the negative results seem mors
impressive than the positive results.
Tha Intter are frequently derived by
testing a large number of moedels
that turn out to have imsignificant or
even incorract interest rate sffects
before models with nominally sig-
nificant eoffects of correet zign are

obtaiped. Many ettempts have alsc

been mada to obtein inmights into
the relationship batwsen financial fac-
tore and business investment on the
besis of interviews with businessmen
or questionnaires filled in by them.
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However, these have provided quali-
tative rather thean quantitetive infor-
mation and hava suffered from the
aheence of objective data against which
the responses could be checked.

The survey approach
- In an attempt to fll in this striking
gap in our basic knowlsdge about, the
effecic of monetary poliey, we decided
to usa the unigque potential provided
by the surveys of actual and antici-
pated investment in plant and equip-
ment snd in inventories conducted
regularly by OBE and the Seeurities

and Exchange Commission.!

In igte March, 2 special questionnaire
wag sent ts all firms cooperating in
‘thesa survays (except for certain trans-
" portation companies). The  question-
naire asked for: (1) the factors causing
appreviable differences between actmal
plant and equipment expenditures in
1968 nnd the expenditures anticipated
eerty in tha year (both figures are
collected in the regular surveys); {2}
detailed information on the timing and
magnitude of ary redoctions in plant
and equipment or inventory outlays
that vesulted from financial marked
factors during 1866, along with the
gpecific factors or conditions primarily
rezponsible; and (3} detailed informa-
tion on the impaet of 1966 financial
market factors on 1987 investment
anticipntions both for planté and equip-
ment and for inventories, again with
the factors primarily responsible. The
first section of the questionnaire was
designed to give essentially qualitative
informaiion, along lines collected in two
sprlier studies,® on the relative im-
portance of the different Iactors {in-
cluding financial market developments)
Tesponsible for revisions in planned
plant and equipment expenditures in
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1866, The second mnd thinl sections

were designed to probe, for the first

time, much more deeply into the size

and timing of, aa well a5 the reasons for, -

the impact of the financial market
developmenis on business investment,
including inventories as well as plaot
and equipment, and e separate the
direct from the indirect effects more
explicitly. The questionnaire used for
this study and iechnical notes de-
scribing the sample are appended to this
article.

Before tuming to o disepssion of the

11

survey results, we might nots that 1966
can bhe regarded as a critical test of the
potentisl impaet of monetary policy
on business investment. In view of the
savere impaoct on the housing merket in
the second helf of the year acd the
disrupticn of the municipal bond
market in late Auzust, it is difficult to
conceive of the application of ewen
stronger doses of generally restrictive
monetary policy, unless more heroic
measures are iaken to at least pariially
insulate those sectors most sensitive to
aredib stringency from its impact.

Fnctorsﬁmunting for Appreciable Changes in
1966 Plant and Equipment Expenditures

OF the 4,418 firms (out of 8876 firms
surveyed) whose repliss to the spacisl
guestionnaire wera received in time to
ba included in the tabulstions for this
articls, 1,057 replied that their actual
1966 plant snd equipment expenditires
had besn echanged sppreciably--—sither
in agpregata dollar ameunts or in com-
position—from the outlays expected
early that year.® These firms wers ssked
to indicate the maost important (“prin-
cipal”) factor and other major factors
causing upward and/or downward devi-
ationz betwesn actual and anticipated
pxpenditures. The mejor purpose of this
part of the questionnaira was to give
perspective on the relative importance
of different factors cansing revisions in
1966 plant and aquipment programs.
Since similar informotion Liad been col-
lected for 1949 and 1955 in earlier
studiss, rough comparisons can be mada
with these earlisr periods.
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Both for the 1,057 respondents as a
group * and for the different sizs ¢ate-
goriss,® increases in antitipaled plant
and equipment expenditures wera more
common than decrosses in 1906 (tables
1 and 2). Moreover, a changs in the sales
outlook was hy far the most important
gingls factor accounting for increased
plant and equipmant outlays ovar antic-
ipated levele in 1988. The other factors
that on balanse tended to increase out-
Inys significantly were changes Brom
expected plant and equiptment costs
or prices, technological developmenta,
merpers or acquisitions, and routine
underastimates.

The most important factor dapressing
plant and equipment outlays was the
delay in equipment dJdeliveries and/or
construotion progress; this was more
dominant than any of the factors nc-
counting for inereases. The other fac-
tors that on balance tanded to signif-
fcantly depresz outlays inciuded in
finanecial market conditions, the invest-
ment tax oredit, working capital re-

IE pacn]d be potad Ebat the 1057 respondents gavs 453
priocipal featore and M9 other woks fadte] & reamns for
Ineratms from plsased sxpetddtiores ang 24 prine pal tars
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quirements, and net esrnings. The most
important single fector depressing out-
leys in the “other factors” category
was the program of voluntary restraint
initiated by the Administration in early
1996, Not surprisingly, in view of the
greater importance of debt than of
external eguity financing, unantici-
pated changes in the availability and
cost of debt finencing affectad many
mare firms than corresponding changes
in the equity matkets.

Sive and induatry compariiens
Chort 7 porirays differences in the
relafive importance of factors respon-
gible for deviations between anticipated
end acinal plant and equipment expend-
iturez by size of firm. It indicates that
unexpected delays in equipment de-
liveries and in comstruction progress
were muech mors important in reducing
outleys for the Jarger firme than for the
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smaller ones. Although tha capital
goods supply situation was also influen-
tial in raising planned outlays—when-
ever an unexpectad easing of equipmant
deliveries and construcéion progress
ocourred-—its impact was clearly less on
uprvard - capital outlay revisions than
on doewnward revisions, and alsg varied
directly with the sige of firm. The net
reduciion in expenditures f{decresses
lese increases) attributabls to the capi-
tal goods supply slimation was rela-
tively most important for the largest
firms. _

Among fiyms spending moye thah
originafly planned for plant and equip-
ment, the relative importance of higher-
than-expected sales was greatest for
those with assets of $10 million to 550
millicn. Devistions from expected sales
were considarably less important smong
firms with dewnward revisions in capital

Anguet 1967

spending than among firms with op-
ward revisions. Chaoges from. earlier
expectetions in pet enrnings wers far
less influential than changes in ﬁalea
outleck for compamies reporting in-
vreased capital spending, especially
srnong larger firms, but were as im-
portant as, or more importent than,
eales among firms spending lees than
programed. The relative importance of
other frequently cited factors, such as
financial merket conditions and plené
and equipment costs, did nod appear to
vary signifcantly smong firms of diffar-
ent asset giza.

An anslysis of the ressons given for
deviztions in 1966 between plannad and
actual capital cuilays did not veveal
appreciahly different patterns of moti-
vation for chanpes in outlags, except
for public utilities. Utilities mentioned
finencial market developmenis as & fao-
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tor responsibla for reducing planned
eapital outlays relatively much more
frequently thap did manufaciuring and
eil other industries covered. Financial
- markets aceounted for onefourtk of all
cases of decressed outlays among the
utilities end for one-tenth and one-
wighth of 21l cases among mannfantur-
ing and all other industries respectively.
Among companias spending less than
plaaned, public vtility firme cited equip-
meni dalivery and construction delays
a3 major factors twice as often ns
ragnufecturing firms and aboué three
times as often as all other industries.

Comperizon with earlier stindies

The relative Influence of factors
principally responsible for deviations
from planned investment in plang and
equipment as reported in the survey
for 1966 may be roughly compared
with eimilar information collected for
1049 and 1985 in two earlier studies
{3ee technical notes.) This comparison
(eharg 8) is limited to manufacturing
firms. Perhaps the most striking dif-
ferance between the 1988 results and
those for 1949 and 1955 is the inereased
influence of both financial market
devalopments and capital goods supply
eonditions in effecting reductions from
plaaned capital osutlays, Financial mar-
kot developments were mentionad as
the principal facior inducing down-
ward revizgions in plans in 11 percent
of the 1966 cases ax compated with 1
percemt or Pess in 1849 and 19535
Slower-than-swrpected  equipmeni de-
liveries and construetion prograss wers
citad as the principal resson for down-
ward changes in spending in about 48
percent of the cases i 1948, as com-
parad with 38 percent and 17 parcent,
respectivaly, in 1955 and 1949,

The marked decline in the relative
imporiance of the sales ontleok ameng
firms spending less then planned from
1949 (34 percent of ali principal factors
cited) to 1955 (10 percent) and 1966
{? percent) 3s Dot too surprisiag in
view of the cyclica) differences among
the years concerned. The year 1949
was essentislly & recession year, and
downward changes in sales outlonk
duwring the yesr were far more common
than in 1955 and 1968, vears of rela-
tively hizh demend.
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For this articls, the mast interesting
difference between the 1986 end 1955
=nd 1049 resultz iz the considerabiy
greater influence that changes in finan.
cial market cooditions had om the
reslization of investment plans. How-
ever, even in 1966, financial murket
developments accounted for only 10.9
pereant of the prineipal factors cited
by firms as responsible for appreciable
downward revisions in plant and eguip-
ment. axpenditures and 12.4 percent of
the other major factors cited. Ferhaps
more significantly, firms citing financial
market developments as the principal
fantor or s8 a major factor in such
revigions accounted for only 0.8 of 1
percent and an additional 1.9 percent,
reapectively, of the fotal number of
firms responding to the gquestionnaire.®
Muoreover, there was soms offset sincae,
rether surprisingly, a sizable number of
firms reported that unexpected changes
in financial market conditions tended
to increase their 1988 expenditures,
A pumber of these firms presumahly
foand conditions in the financial mar-
etz more favorable than they had
expacted, whila others may have raisad
and spent mohey earlier than they had
originally planped in anticipstion of a
further deterioration in the market.”

It shouwldd be nofed that firms in-
creasing expendifures as a resuli of
financial market developments rarely
gave this ne the principal reason for
differences between planned and aotual
outleys, A high proportion of the firms

i3

inereasing expenditures as & result of
finsncial market developments were
oparating at n very high rate of capac-
ity ntilization (a5 of the middle of the
year), and this may have been asso-
ciated with relatively favoreble finen-

- elal termos.

Tebles 1 and 2 do not provida ade-
quate information for evan roughly
eatimating the gquantitetive impact of
monefary restrictions on the realization
of plant and egquipment sxpenditures in
19656, However, they do indicate that a
relatively smgldl number of firms wers
appreciably affected. For purposes of
estimating the national impace, it will
be necessary to refer to the data pre-
sented in the followmg section.

However, before doing &0, we may
point out that tables 1 and 2 provide
more detailed data than had previously
besn available on the relationship be-
tweao the realization of sales, eamings,
and plant and equipment price sxpec-
tations, and the devistiens between
actual snd snticipated plant and equip-
wient expenditures. The last of these
relationships i5 of particular interasi,
since it indicates a positive correlation
between the direciion of the change in
plant and squipment prices (i.e., above
or befow expeotations) and the divec-
tion of the change in the dellar value
of expenditures. Apparently, higher
capital goods prices are more likely b0
increase than to decrease the dollar
value of plant ood equipmant expendi-
tures, ut lepst in the short run when
demand i3 reasonably buoyant.

Impaci of Financial Market Factors on
1966 Plant and Equipment Expenditures

Tables 3 and 4 provide the basic data
needed to appraise the impact of 1966
developments in the money and capital
markets on plant and eguipment ex-
penditures in that year. The most
importent difference hetwean the data
indicating the proportion of firma

" Theap rados 5ro obtalwed by dividing 45 aed 25 fabin1,
Lina 73 oy 4 48, the kol curtibar of Irs ropooding b the
qQooktlenunice,

* Thara ba some suggretion of sach oo sotbetputory siiset i
Ehe Intonalikd capitel mackety ackivity in June 1947, after &
mki¥ed opecree In intareat pates.

with some reduaction in expenditures
because of financial market davelop-
menis (tabla 3 and subsequent tablas)
and tha data indicating the proportion
of firms with an eppreciable reduction
in expenditores for the zame reasems
{tabla 1 and 27 iz, of ecourse, the broader
coverage of the dota in table 3. * How-

"1 1y swen pasibbe That o faw oo inelndsd 1a table 3
caperianced appmookoble mdeckons n plant and wgofpmweent
expadibieed diso {6 Manedal skt derboprmnts bot may
ot e dviluded in tabdag 1 ond 2 beeandn of oftsetting in-
Arehpes le gxndiattoed diin b dther modane.
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ever, thara are alzo several other differ-
¢nces in the scope of the data presentad
in these two sats of tables. Im their
replies to the quesfions presented in
table 3, & number of firms includad the
voluntary restraint on investment urged
by the Administration early in 1966 5=
a financial development causing a re-
duetion in their outley=, whereas sunh
restraint was treated separately in the
questionnaire defa presented in tables
1 and 2. On the other hand, the cover-
age of financial market efferts in table
-3 may ba less inclusive than in tables 1
and 2, both hasausa differences in com-
position a3 well as magnitude may be
reflected in tables 1 snd 2, and because
the indirect impact of credit restraint
on the firm's investment operating
through its customers may have been
treated differently.

Ihract und indiract sffects

In addition to the direct impact that
credit restraint has on investment
{i.e., through the incressed cost of
finpncing), two other mechanisms may
be of comsiderable importance: (1) an

SURVEY OF CORRENT BUSINESS

indireet, or "'accelerator,’ effect, which

- peeurs when a firm's =ales, wnd there-

fore its capital requirements, are re-
duced bevause of the impaet of financisl
market ¢onditions on its eustomers, and
{2) an “expectational,” or “Fgunasi-
accelerator,” effect, which arises when,
the firm anticipates—whether correctly
or not——a Bubsaguent reduction in sales
below the level that would have oe-
curred in the abzence of credit restraind
and, on the Dasia of that expectation,
reduces pts current investoment.

In the replies on which table 3 is
based, firms were asked to exclude
indirect effects.® The questionnaize fur-
ther attemptad to distingnish cases in
which the increased cost of Funds was
the primary consideration from those
in which an unfavcrable influsnce on
expectations was most mporiant.

1In somiraef, 0oy wefn ot SpecliciBy meqistted b
sxtlpdn egeh indirect affects in thelir ropfes pessamisd In
hbles 1 and 2 (Thezt roepliet werd obbadnsd fnom the Ot
sectlon of they queatisanaire, wideh followed they formee af
thn oo earline Mirvaye.) Howwrar, esposdents to the ot
#eotion of the onerent JUIYeR Quesdonnairs watm pravidend
with & cleckbiaf thet in¢luder] avch Faators a8 che malex put-
Jook, pet saxpings, and the svajabillty wnd cort of dedt anpd
eymity Anemrdog,
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(A reduction in Investment resulting

- direetly from the higher cost of funds

ia considered autonomous, whils ope
resulting from a decline in actnal seles
is an induced effeci. The latter is
particularly likely to ceeur for capital
gvdls praducers or for fisms sapplying
the honsing industry; however, it may
also cocur quite generally if the sutano-

‘mous reduction in investment caunses,

through a multiplier relationship, =
reduction in consumption. The impact
of an unticipated decline in.sales is
autenomoeus in the period prior to the
reslization of the aniicipation. How-
ever, to the extent thet the anécipated
efferts are ultimately reslized, such
reductions can be regarded as indueed
in a longer run perspective.) -

Table 3 probably includes expecta-
tional {or “quasi-accelerator'™ efects

. to asignificant degree, since many firms

indicated that finencial market develop-
ments, by affecting the general buziness
outlook, ceused a reduction in invest-
ment and this presumably reflects an
ntterapt by these firme to antitipate
the resultent detline in their eales. . The
relatively high incidence of firtns citing
the shenged business outlook as the
busis for the financial market. influencs
perhaps slso indicates that, notwith-
standing questiopnaire instructions to
axclude sueh cases, some companias
attributed to financisl merket develop
ments those vaductions in investment
resulting proximately from actusl de-
clines in sales and only indirectly from
monetary stripgency. Thus, even table
3 may eontain some ndivect affects,
though probably not to the same extent
as tables 1 and 2.

As woul be expecied, thie proportion
of firms indicating that they hed made
some reduction in expenditures because
of finaycial market developments is
considerably larger than the propor-
tion noting an epprecioile downward
sffect. (See tables 1 and 2.) It mey be
nated that this difference in the number
indicating spprecieble vs. some redue-
tion in expenditures was relatively
more pronsunced for the smaller firms
snd less marked for the larger firms.

An internal check wes mada on the
consistency of the answers bo the parts
of the questiopneire tabulated in table
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3 and those tabulated in tables 1 2nd 2.1
It shows that only a few fimms which &6
tributed to fpsncial merket develop-
ments the principal vesponsibility for an
appreciable downward adjustment in
1966 plant and equipment programs
{question 2g) did not slse indicats that
suck developments had cauzed at least
some reduction In expenditures (gues-
tien 52}, Infermetion obisined from pre-
Yimipary intexrviews with some of these
firms suggesta that when they attibuted
to financial market developments a re-
sponsibility for downward adjustmenta,
they were referming to the indirect im-
pacts of such developments through
their customers; consequently, in ques-
tion 5a they were spacifically re-
quasied to sxclude such impacts. There
were more diffarences batween the two
sete of answers among.firms giving
finaneial market developments as a
major but not the principal reason for
an appreciable downward adjustment
in outlays; most of thass wers among
the smallest firme with lsss than
%500,000 in plant end equipment ex-
penditures. A higher proportion of the
larper than of the smaller firms
answered both questions affirmativaly.

A relatively hiph propertion of the
firme which answerad that finarcial
market developments hed resulted in
some raduction in their expenditwres
did oot aleo indicate that s a resuls
actual outlays were appreciably below
those snticipated, either because this
impact was considered to be rather
small or becanse other factors inter-
venod with offsetting effects. (See
table 3, lines 2 and 4.) A eomparisoh
of .the anewers to these questions with
the distribution of the percentegs re-
duction in expenditures (lpes Ga—Ge)
londs to the interesting inferenca that

the smallest firme were likely to con- -

gider only disparities between actuel
and anticipeted ontlays of 10 to 25
percent or mere as appreciabla, where-
a8 fhe largest firms were likely to con-
sider disparities of 5 parmt- Or more

a8 appreciable,

M Ax one might expeat, 6 moch higher proporton of Qe
~ whehy 108 plont and eqoiprwnt sxpendliues bolow thoee

pogramad aadly in chet year than of olher Orrms gated thie
Angnadul dwrizet developmants hod ovcankmad seme edioe-
Hon in thedr expenditores.

SURVEY OF CUBRENT BUSINESS

Timing and magnitude of impaci

Table 8 indicates that the mumber
of firms stating that they had made
some réduction in plant and squipment
sxpenditures a2 a result of finaneial
market developmentsinereased throngh-
out 1966. A relatively =msll mumber
of firmns were affected in the first
quarter of the year. The rate of growth
m the number saffected picked up
in the second end third quarters bat
modersted in the fourth quarter,
Nevertheless, the final quarter of the
year ehowed a peak number of firms
affested in all of the four size classes.

The data need to compile this table
also maize possible a revph estimaie of
the quantitative impact of monetary
restrictions on plant and equipment
expepditures in 1968, snd constitute
perhaps tha firet plausible evidence on
the gverall impact of monetary policy
on zuch outlays during any period.
Only 5.3 percent of tha tofal nuraher
of firms respending indicated that they
had made some reduction in expendi-
tures s @ result of finencial marked
developments, and there was relatively
little variation in this proportion among
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different size groups. {(See chart 9; for
basic date, see table 3, lives 1 and 3.)
However, there was substantial vaxie-
tion in the relative megnitude of the
effect: for firms curtailing their expendi-
turaes, with smaller firms much more
strongly influsnced om the average than
larger frma.

The aversge percentege effect for
frms curtailing outleys may be approxi-
mated for nonfinancial firms within
each mize clase from the two-way
distribution of these firms by assel
size and by size of the reduction due tc
financial market developments (table 3, ~
Yines 6a—0e) and for financial firms from
& one-way distribution by size of reduc-
tion (table 4, lines 6a—Be}. Two types of
averages wore used for this purpose, the
ectimatad median, which probably un-
derstates the true mean, and the
average obtained by assuming that the
mean for sach percentage reduciion
¢lass interval was at its midpoint, which
probably oversiates the true mean.!t

11 Bgr e J) pepoent ot mobo ol Lha aversge reduntbon-—
which has &a ita bass seiunl plank amd squipment sxpeodl-
CltE—~ A At T b T8 paroeit, snd ChisTaay be onduly
targe, agaln contriboting bo ovarstatament of the thoe mean .

CHART &

Principal Facters Responsitile for Deviations Belween Asticipated and Actual
Ptant and Eqwipment Expendfiures of Mamufacturers, 1949, 1955, and 1966
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On the basiz of the mediens, the averase
percentage reduction for affested firms
ranged from 19.1 percent for the small-
eat nonfinancial firms to 9.0 percent for
the largesi nonfinanciel firms. On the
basis of the second set of averages, the
corresponding fgures ranged from 27.5
percent o 13.2 percant.

Estimation of national impact for
1966

The oversll mmpact of monelary
restrigtions on plant and equipment
expenditares in 1966 was estimated by
first computing the sample retic of the
reduction in expenditures resulting from
financial market developments to iha
aggregnts outleys in each size class of
nonfinancial business and in all finpneial
business and then multiplying this ratio
by the universe distribution of plant
snd equipment outlsys among thse
categories, The sample ratio for esach

SURYEY OF CUREENT BUSINESS

size c¢lass of nonfinancial business s
obtained by muléiplying the everage
percentage reduction of affected firms
by the plant and equipment expondi-
tures of affected firms and dividing by
total plant and equipment sxpenditures
of all snmple firms in that aize class,
The corresponding ratic for finamcial
buginess is obtained simply as the
preduct of the percentage of all sample
financial firms reporting =ome redus-
tions in expendifures as a result of
financial morket developments and the
average percentage reduction of af-
fected firms in that iddustry {with both
percentages expressed in ratio form).
Reascnably reliable data are mvail-
abla on thea wniverse distribution of
plant and equipment outlays in non-
financial business by asset-size elase
and in financiel business ns & whols for
the $60.6 hillion agpregate of expendi-
turas in 1966 soverad by the, periodic
OBE-SEC surveys—which iz esmen-

Angust 1067

tially the universe sampled in our spe-
cial survey. However, perheps a mors
useful universa for purposes of general
gconomic analysis is the comprehensive
totad of $75.0 billion for nonfarm non-
residentizl fixed investment appeazing
in the national income snd product
accounts apd including outlays of non-
profit institutions, real estata coropanies
and professionals, capital outlays in il

. sad gas well drilling charged to current

necovnt, and 2 number of smallar
items. The estimeted size distribotion
of the-difference between the national
aceounts aggregate and the investment
covered by the periodic surveys is
subject to considerably more error then
the OBE-SEC distribution but not
encugh to affsct our results significantly.

If we use the $75.0 billion total and
sssume that the survey results are
rapresentative of all industries included
in the natisnal sccounts aggregatae,
the estimated reduction in 1966 plant

Tahls 2—Principal Factoxs Responrible for Deviations Batwesn Antdcipated
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and equipment expenditures as a resull
of financial market developments ranges
from 3370 milhon if the sampls median
pereentage reductivne wre used to $540
million if the sample “mesns’ ave used:
the svernge is somwhat under $504
mitlion.'*

This estimste of the affect of finan-
cial market developments on 1066
plant sand sguipment expenditures, al-
though probabiy the best available,
is still subject to w considersble mar-
gin of errcr. Even if the data reported
by the sample wera impeceable, the
blowup procedurss might biss the
resubts somewhat in either dpection.
On the one hand, such itamsy as plant
and aquipment osutleys of nonprofit
ingtitutions and profeszionals and cap-
ital outlays for oil and gas well drilling

1 Trging; tha 133 Inclosdve 3000 biilivn kotal, for which the
Awe T retinlln are mars reprasenkalivy, the atimated radne-
Hon renped (oo $300 millliao to 548G millkon.

SURVEY OF CURRENT BUSINESS

charged to ewrrent account seam likely
- to be relatively insensitive to monetary
restrictions; thess itemsa represent well
over half of the difference between
the national aceounts aggregate wod
the investment soverad by the periodic

surveys. On the other hand, the eap

ital outlays of real estate companies,
which comstitute somewhat under one-
fifth of this difference, are probebly
quite sensitive.

Another . possible source of error
is reporting bias. It could be axgued
that there is some incentive to exag-
gerate the effect of monetary tightness
since any deflationary type of Govern.
ment intervention may be unpopular
in the business community, but there
iz no reason to beliave that any such
‘hias iz significant. Furthermore, if such
8 biag exists at all, it would seem more
likely to overstate than to understate
tha estimetad reduction o 1966 plant
and equipmant expenditures.

andAﬂuanlgntanqulﬂpmm_t Exphﬂiﬂmﬂiﬂ]ﬂﬁ'h}‘mt Size of Fivia
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. Tt eould also be argued, in spite of
the relatively high response rats in
the spesial survey, that the nonrespond-
ehte might have reacted differently
from the respondenis. Here again it
might be anticipated that, other things
being squsl, firms significantly affected
by finansial market davelopments
would be the most likely to fill in the
guestionnaira (at least when size of
firm is held constant). On the other
hand, some firms may have baen
deterred from giving an affirmative
answer on the effect of financial marlcet
developments by the larger number
of guestions they were acked.”?

As was previously mentioned, »
number of firms classified the voluntary
restraint on investrment urged by the

# However, firms wold frdieals that they had seduosd
thelit 1958 [ 18T invepinaent Because of finencdal orkat
develaporents o 10 widiut enaewing the sobmguent,
mod duluied Goestoni—an option thal 3 BT companies
Lellowed.
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Adminisiration a3 & financial develop-
ment that caused a reduction in their
outlays; this would tend to ovarstate
somewhat the estimated eifact of mon-
gtary tightness in 1966. Similarly, the
absance of gquentitative data on the
extent to which financial merket de-
velopments increased planned expend-
itures, largely through anticipatory
eifacta, results in some, though pre-
sumably a small, overstatement of the
sffect of monetary tighivess, As an
offset, neither the regular OBESEC
survey nor the special followup survey
includes new buzinesses or businesses
thet did not get started becavse of
maonetary stringency. This would protb-
ably tend 6o understate somewhat the
overall impact of the 1968 develop-
ments on capital ouilays by TLS
industry, but again the effect is likely
to be small.

On balance, the 500 million figure
appesars to be a ressonable estimabs of

BURVEY OF CURRENT BUSINESS

the 1966 impact on this sector of the
economy. Although this figures might he
subject t¢ ea error of as much &s 50
percent in either direction, the total
impact is obviously s very small
fraction of aggregate plant and equip-
ment axpenditures.

The $500 milfon estimate is, of
course, designed te cover only the
direct effects of financial market de-
velopments on 1966 plant spd aguip-
ment expenditures. Thiz figure would
presumebly heve to be increased soms-
what as an estimate of the total effect
of monetary and credit stringency on
plant and squipment expenditures if
compleie allowance were made for
indirect effects. The total impact on
1966 GNF would of eourse be moder-
staly larger than the investment reduec-
tiona because of the short-run multiplier
effect of these reductions on business
activity penerally.

Angust 1867

Tmpoct by size of firm

As was notad earlier, althouph thare
did not appear o be much difference
in the proportion of emaller and larger
firms affected at least to some extent
by monetury tightness in 1968, the
relative magnitede of the effsct was
much greater for the smaller firmns.
This presumebly reflects runinly the
rendier access of the larga firme to the
financial markets, particularly in a
pariod of credit rationing, but it may
also refleet a8 gremier ability of the
larger firms to predict financial market
derelopments.

Only about one-fourth of the firms
that reduced their plant and equip~
ment expenditures in 1966 as a result
of financial market develupments did
oot plan to cerry onh some of this
postponad investment in 1967. The
proportion of expenditures sither gan-
celed or postponed beyond 1967 was
higher for the smaller asset classes than

Tabla 3.=Reducsions in 1966 Plant and Fquipa et Expmditurhe; Resultlng From 19696 Financial Markst Devalopments : Mumber of Fivme
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for tha largest. A relatively =mall
Froportion of firmes in all size classes
Planned ic restore in 1967 all of the
cuthacks in their 1986 plant snd squip-
ment programs related to financial
market davelopments. The preat major-
ity of the firms planned to male up
“gome’’ or “most’’ of these 1066 invast-
ment reductions in 1967, with “some’
5 mMoTe COMIMON response than “‘most,”
particolarly for the sialler size classes.

Interest rates most important

The firms that indicated a reduction
in their 1968 plsnt end eguipment
expenditires as & result of financial
markat devalopments most cornmonly
attributed the reduction to the rise in
interest Tates. The rise in interast rates
was coneiderad important more often
becavse of its impact on the firm’s cost
of borrowing then because of its in-
fluence on the firm's eppraisal of tha
general business ouvtlook., This was
sspecielly true of the firms in the larger
gize classes, which were much less con-
carzed than the smallest companiss
with the impact of higher interest rates
on the genaral business outlook. It may
be recelled thet the impact an the firm's
cast of borrowing is more clearly
antonomous than the influence on the
firm's appraisal of the general business
outlook, much of which may be re-
garded as indivect at least in a Jonger
mn perspactive.

The sacond most gommon reason
given for the reduction In 1066 ex-
penditures was difficvlty in reisiog
funds from banke or other financial in-
atitutions, a type of capital rationing
effect; this egain is addressed primarily
to the cost of bomrowed rather than
equity funds. Here, the unwillingness of
natitutions $o supply the desired funds
seemed more important then the un-
atiractiveness of lending conditions
other than interest rates.

The declina in the stock market was
cited much less frequently as & financial
market development accounting for the
reduction in 1966 ezpenditures, and
difficulty in reigng funds from the
capital markets (either stock or bond)
was cited aven less often. It is interest-
ing, though perhaps not stirprising, that
unlike the sibuation in the bond market,

SURVEY OF CURRENT. BUEIHESS

the decdine in the stoek market was
songidered imporfant more often be-
sause of its effect on the firm's ap-
praisal of the general business outionk
than becavse of its implications for the
firm's cost of equity capital. However,
thizs was more true of firms in the
spngllest gize class than of firms gen-
erplly. Although there wers no con-
sistent diffsrences in the proportions of
companies in tha various =zize classes
that were affected by stock mavket de-
velopments, it should be nated that
this finding ha= no necessary impliea-
tions for the relative access to stock
financing by smaller firms, since such
firms may have planned to rely less on
stock issues for financing ther capital
programs than the larger companies.
Mndustry differences

Tabls 4 presents & hreakdown by
industry rather then by assets for firms
stating that they had mads some reduc-
tion in 1966 plant and equipment
expenditures ss a Tesult of finunecial
market developments. In view of the
relstively small number of firms indi-
enting soma reduction, anly five indus-
try groups sre segregated, viz,, manu-
facturing, utilities (including coromuwni-
cations), inanees, trade, and an all-gther
eatagory, which includes railroads, air-
lings, trucking, pipelines, constrietion,
services, and miaing. The proportion of
fiams sffected by monetary restrietions
in 1965 wes greater Tor the ubilities then
for sny other group. This apparently
cannot be attributed to the larger
aversgasiza of the uiilities sinee, at loast
for novfinencisl industries sombined,
there was not much difference . in the
propartion of smaller and larger firms
affected by monetary tightness in 1966,
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In conirast, the relative magnitude of
the reduction in 19866 outlays was
smaller for tha typical ntility firm than
for other firme; however, it i= not pos-
sible to datermine the extent to which
this simply reflects the larger averags
size of the wiilities

Far the utilifies, the rise in intarest
ratez wes somewhat more imporiant
and the decline in the stock market
somewhat leas important than for che
other firma which stated that they had
reduced their 1966 plant and aquip-
ment expenditures because of finaneial
market developments. Moreover, to 4
much grester extsnt in the utilities
then in the other industries, it was tha
cost of fioaoeiog rether than the busi-
ness putlook effect that predominated.

iher findings for 1966

For the firms indicating raducad 1986
plant and equipment expanditures dee
to financial merket devalopmants, sorme
additional breakdowns were carriad out:
Actual sales and earnings were related
to sxpeciations (above or below ex-
pectations as indicated hy guestions
2a* and 2¢**), snd manufaciuring firms
were classified by the percentage of
capacity vtilized (in June 1966 as in-
dicated in periodic reparts te OBE-
SEC). The more interesting findings
may be summarized briely. A very
mush higher proportion of firms with
stles or eesmiogs below expectations

than of firms with sales or earnings
“shove expectations stated that they had

out their expenditures becanse of finan-
cial developments. Similarly, firms op-
erating at a low percentege of capacity
were more prone to reflect the effects of
monetary tightness than firms generally,
and the magnitude of the impact was
also likely to be greater.

Effects on 1967 Plant and ¥quipment Proframs

The impact oi 1966 financinl macket
conditions wes somewhat stronger on
asnticipeted plant ond eguipment ex-
peaditures for 1967 than on actual 1946
expenditures, Table & presents basic
dats on the number of firms reporiing
redustions in 1947 investment plans,
the magnitude of these reductions, and

the particulsr aspectsof financial markst
conditions that were primarily respon-

"sible. Table 6 shows comparative duta,

derived from tables 3 and %, on the
effeciz of credit siringency on 1966
mvestment nnd 1967 investment plans.
{See also ohart 10.)

For all firins combinad, including fi-
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nancinl institutions, the pereentage of
respondents indicating s reduction in
plant and equipment expenditures pose
from 5.3 percent for 19688 to .5 percent.
for 1967. There was little variation
among size groupe, except that the $1
million to $10 million asset class showed
higher proportions than other eclacses
in, both years. The average percentage
redustion for affected firms declined
steadily with siza i both yesrs but
Yess sharply in 1967. Fhe sggregate re-
duction ranged from one-half of 1 per-
cent of aggregate expenditures to a
Hetle over 1 percent in 1866.and from 1
to 2 percent in 1087, doubling for the
largest gize class but showing smelber
increases elsewhere.

N CHART ¢

Reductions in 1966 Pant aed Equipment
Expenditures Resakling From 1966 Financia
Market Developments'
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Estimated national impact for 1967

An estimate of the dollsr reduction
in 1947 investment plans for the Nation
&5 a whole may be obitained by a pro-
cedure similar to thai described for
estimating the gverall impact on 1066
plent and equipment outlays. Under
the azsumption that the 347 programs
of firms reporting reductions were on
the aversge similar in magnitude %o
the 1966 expenditures of the same firms,
the reduction within each size class of
nonfinentisl business can be estimated
for the sample from the 1856 outleys
of the sffected firms and from the aver-
age percentage reduction reported in
1967 propgrams.™ The itotel reduction
for finangial institudons in the semple
may alse be obtained in much the same
way.

A was Iindicated previoualy, nation-
wide estimates of plant and equipment
axpenditures derived froin the wational
income and product accounts are avail-
able for 1958 by size class for nonfinan-
cial business and for finanecial business
a3 B whole (though ths noiverse figures
represent & somewhat broader coversge
of industries and expenditure items
than the OBE-SEC series and the
sample results are therefore not fully
representative of the universs). Multi-
plying the sampla reduction in 1967
programs by the 1946 ratio of universe
cutlaye to outlays for all sample firms
within anch class and summing over
plasses, we obtain an estimated reduc-
tion of 340G million in 1967 programs
for nonfarm fixed business investmeni.

This is probably subject to some up-
ward biss for reasons elready indicated
in our discussion of the method of
calculation. Furthermors, sinee less
than 30 percent of the firms with
reduced 1988 ocutlays were incloded
among these reducing 1967 programs, s
pactinl offset to the estimated reduction
TN Tue aversgs percentege redustion of aflcsed Kews,
which v a8 I8 bass ograms after the redostsen doo o
erndil abringency, was sotgputed Mo the fmqoqocy -
batlon In Tines ix—4e of table 5—ubiilring the midpoint for
cach cheded-4nd lask Inlerval and & valus of 75 mocsnl for
the open-ond mrivgl. This procsdarn peobably iasds
some apend bes in the averapgs, which sonldsrably sx-
Deedy the extinated rmedltn Jor the irequency dincixibon.
Fuortber ovorsiatemant of the sggrepate sywpls pefuction

{0 188T prog o) ey arkly hesaum she programs of tha drms
aifiocted, Anes Ky wio dnawn 30 hers been redaces becauss

of eniit twabradnt, may In fest be expeoted fo full & Uitle

ahork of Ehe 1908 gapunidliams of Ebaze Aome. Howerar, an
oifsetting consdderation bo tw prospecilvs moderate s Jo
187 mvegnant appendiores orer 198 at eepartad in L
OB E-AEC mrvay.
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présumably results from ihe fact that
one-fifth of the former group expevtod
to carry out most oz all of the eliminated
projects during 1967, while an addi-
tional 50 pevcent planned to cerry out
at least some of the eliiminated in-
vestment. Thus, the net effect of the
1968 credit stringency on 1967 plant
and aquipment programs may be well
under $1 billion." The margin of etror
in the $940 million estimate may be as
niuch as 50 parcent in the dowmward
direotion but less in the upward diree-
tion becwuse of the pradominsnce of
considerations that ara expectad to
lead to upward biag. It is guite likely
that, in view of the wording of the
questionnaire, thie figure includes a
somewhat higher propoertion of indirect
effecta than the estimate for 1966.

The relatively slow reaction of the
IaTgest fivms to the 1966 credit strin-
geney is suggested by the greater in.
cresse from 1966 to 1967 in the ag-
grogate perceniage reduction in flxed
investment, as compared with smallar
Brms, This slow reaction is not un-
axpected in view of the greater formality
and rigidity of the capital programs of
the largest finms, tha long lead tmes for
much of thelr equipment, and perhaps
their more advanced arrengements for
financing. This evidence of a lag in the
response of lerger firms confirins the
suggestion implicit in the diswibution

by ouerters of reductivns in 19066

investment, [t may be noted from lines
Sc—5d of fable & that the nuomber of

U This & och poalbyr than the etimatsd impant oo 167
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firms reporting reductions roze hy one-
fourth from the third to the fourth
quarter of 1966 for the two largest
size elagses but only by ahout half thet
percentage for the smaller firms.

Business outlock more important
The responsibility attributed to par-
ticular aspects of 1966 credit con-
ditions is much the same for reductions
in 1967 programs as for reductions i
19866 expenditures, but some differences
muy be noted. (See table 6, lings 4-7.)
For the two largest size groups, the
proportion of affected firms mention-
ing the rize in inlerest rates is sub-
stantinlly higher in the case of the
1967 programs, rising to bebween &7
percent and 90 percent. However, the
increase is due almost entirely to those

R CHART 10

Reduciions in 1967 Plant and Equipment
Expesditure Programs Resutting From 1986
Finacial Market Developmonts'
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mentisning the hisin ess ontlook rather
than the cost of fineneing and thus
probably reflacts in lerge pert indirect
or expectational effects wssociated with
nctual ar expected failure of sales to
arow as rapidly as in the absence of
credit restraints.

Difficulty in raising funds from in-
termpdiaries s memtioned lose fre-
quently, particularly by the largest
and smallest firms, bt it i3 still an
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important factor for over one-third-
of the firms reducing 1967 programs.
The effeci of the stoek madket decline
#a higher than in 1966 for the two
middle size groups, affecting more than
one-fifth of the firms in this rangs,
but lower for the two extreme groups.
As in the case of interest rates, the
bhusiness outlook aspect increases in
importence from 1966 to 1967 relative |
to the cozt wspect, perticularly for the

larger firms.

Filecks on Invaniory Investment

The impact of 1966 credit conditions
cn 1466 inventory investment appears
to be about the zame in dollar value as
on fixed investment, and again there
is some sugreation ol an incressed reac-
tion in 1967, Table 7 presents basic data
on the frequency and magnitude of re-
-ported reductions in 1966 inventory in-
vestment and on tha pacticular fingncial
rnarket sonditions to whish these were
attributed, while table 8 compares the
effects of credit stringency on actual
1966 nsnd planted 16T inventory
Inviatment,

For all fams combined, including
financisl institutions, only 3.7 percent
of the respondants and only 1.9 pearcant,
of firmnz with assels over 350 millien
reported reduetions in 1966 inventory
investment. However, the percemtage
for all firms rose to 8.6 parcent for 1967
investment plans. The largest firms
ghowed the proatest inoresea theugh
they etill reported reductions less fre-
queaily than smaller firms, especially
those in the 31 million to $10 million
nspat sige clasa {chart 11). In both years,
the percentape of firms affected was
higher for the trede group than for
other major industry groups (table ),

When reductions occurred, their aver-
age sive was surpridogly large. ¥n 1966,
they amounted to almmost L1 percent

7 Tha aTetede purtsntas ndnction, whith hag ac il leso
ootoal yaneend inventorbar ot btk valie, v compotsd
v the foeguency distributlrn shovmn in Hoes B84 of
tabla 7, utllising the midpolnts of the cobed-ond clam Inles
wal., The gpan-ind Intorval b trocblessve [n Ehk e
ety of tlio spparenkly Rizh mistive foquency (whisl
iy 4o dua to mislnterpretalion of Uiy goestiennsire). An
exiimnabed arean of 2 percont, whikh & prohably nnthﬁhhh
Abiba, v mebilrorily ssmigmeq] o this clags

- of end-of-yesr inventory levels for the

three smallest size classes and 7 percent
for the largest, with three-sighths of
the firems indicating roductions in axcess
of 10 percent.” Information as to the
magnitude of the reduction wae not
available for 1967 investment plans.
Bome firms may have reported their
1986 reductions as percentages of their

R CHART 11
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1966 inventory investmant rather than
their total yearend boldings;, in that
case, the astimate derived below of the
overall impact on 1966 inventory out-
lays may represent a congiderabie over-
statemant.

The aggregate reduction in 1966
inventory investment within each size
tlasz of nonfinarcial business may be
estimated for the sample from the

SURVEY OF CURRENT BUSINESS

vearend inventory boldings of affected
firms end the average percentage redue-
tion that they reparted in theze holdings.
Expreseed us a fraction of yearend
stocks eof all responding firme, the
aggregate reduction decressed charply
with size from 0.6 percent to 0.1 percent.

Estimation of notional impact
Utiliging a distribation by size eless

23

of - the nationwide estimete of $151
bitlion for inventories held by nonfann,
nonfinsneial business in 1966, we esti-
mated the overall impact of credit
restraint on outlays for such inventories
in that year by muktiplying the apora.
eate sample reduction in dollar terms,
as described above, by the ratio of
universe-to-gample inventory levels for
esch size class and summing over

Tubds §,—Im pact of 1965 Finanoial Markat Bevelopmants on 1966 Plant and Equiprment Ootlays and 3967 Programs, Noofinancial Firms
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classes. Thiz procedure yields a value
in the neighberhood of $500 million,
which must, however, be considered
subject to an even larger margin of
error than are plant and equipment
outlaye.* In viesw of the greater number

T he Bguve b9 relatirely sanaitine fo the trestment of e

. rabber largs gpen-aml interval in the fmguency ditribadan

of the parcsminge rrdoction Tt afsebed Sroe, IE e fnun
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of firms reporting reductions in 1967
inventory investment plans than in
1986 investment, the overall impact on
plenoed additions to inventory for the
carrent year may be axpected to excoed
500 million, but data for a more
precise estimate are not available.

Size gffccts
~ Even more then in the caze of fixed
investment outlays, there is evidence of

Awvgust 1667

relatively slow reaction by the larger
firms, with the number reporting re-
ductions in inventory investment in
the fourth quarter of 1966 increesng
very substantially over the third quarber
for the two larger size groups but net
for the smaller firms (tsbla 7). Further-
mera, the largest size group exparisnced
by far the greatest increass in the
proportion indicating reductions in 1967
inventory investment plans as eom-

Tabl: §.—Impact of I956 Finuneial Market Developoments on 1966 Inv:sri:w Investment and 1967 Inventory Plans, Nonfnaneial Fivmus by
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pared with those redueing 1966 inyvest-
ment, whila tha smallest size proup
experienced the smallast increass (table
8}. Tha slower reaction of large firms is
more difficult to rationslize for inven-
tory than for fixed investment but mey
perhaps reflect the greater internal
resources of the larre firms to handle

temporury needs for funds. Alse, as in-

the case of plant and equipment ex-
penditures, large firms tend to have
more formel snd rigid capitel budgets
than small firms snd perhaps more
advanced arrangements for finaneing.

Finopcial factors and inventories

With respect to the specific factors
masigned responsibility for the 1966 re-
ductions, the rise in interest rates, the
decling in the stock market, and diffi-
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euliies im raising fonds from inters
mediavies were all mentioned o little
more frequently by the smaller firms
for inventories than for plant and equip-
ment. This suggesis that multiple
factora wara mora frequently at work.
‘With reference to 1967 inventory plans,
the larger firms mentioned the effedis
of interest rates more frequently and
the smaller firmz less frequently than
in the case of 1966 inventory invest-
ment, while difficuities in raising funds
from intermediarias were also mentioned
lees frequently by the smaller firms.
In hoth years, the number of firms
mentioning the cost aspect of intersst raie
developments somewhat exceeded the
number indicating the business outlook
aspect, while the effect on the cost of
funds of the stock market decline was
of nepligible importance.

Summary and Cenclusions

While {be wmajor objeciive of our
aspecial survey iz to provide ea relinble
an estimate as possible of the quontits-
tive impact of last year's monetary
. stringency on business investment, the
survey also makes sveilable a wealth
of other data on factors affecting busi-
ness investment programs. It may be
noted that the most interestng differ-
enve between the 1966 results on the
relative importance of varigus factors
affacting business investinent programs
and earlier vesults for 1040 and 1055
{obtained from similar though con-
siderskbly less comprehensive surveys)
was the inereased influence of beth
finatcial market developments and of
capital goods supply conditions in ef-
fecting reductions in plazmed plant and
equipment expenditures.

Since monetary tools have been In-
ereagingly telied upon for econcmiec
stebilization purposes, it seome im-
perative that we gain mere insight into
the effactiveness of these tools and thair
impasts on different sectors of the
economy. Until this survey, no resson-
ably satisfactory estimates of the effect
af monetary poliey on business invest-
ment have been available, sven though
buginess axpenditures on plant and

equipmoent and inventories copsti-
tule s high proportion of the total
investiment thet credit policy s de-
syned to affect. .

On the basiz of data collected in the

survey, financial market developments -

in 1966 are estimated to have Tesultad
in a reduction of approximately $500
millien, or two-thirds of 1 percent of
that year's $75 billion total of non-
rezidentie]l, nonfarmy fixed investiment.
The aggregate effect on nonfarm inven-
tory investment in 1966 was of the
seme geheral order of magnitude, alse
amoynting to an estimated $500 million,
aa compared with actval inveatment of
$13.7 hillion and a stock of nonfarm
business inventories of $151 billion at
the yearend. These estimates mar
include some indirect effecis, reflecting
the failure of sales to grow as rapidly as
in the absence of credit restraint.

The restrictive impact of the 1986
eredit aquesze on bugihses Investment
incrensed significantly from the first to
the fourth quarter of ths year and was
considersbly larger on the 1967 invest-
ment programs than on 1966 expendi-
tures, As n vesult of developments
asspeinted with the monetnry stringsncy
in 1988, husiness plans (made esarly in
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E387) to invest in plant and squipment
during 1967 were reduced by an amount
astimatad at somewhat under $1 hillion,
lezs than 1X percent of anticipated fived
investment. Although the available
data do not permit an estinate of the
corresponding impact on busgioess in-
ventory investment in 1967, this is
halieved to be higher then the 3500
million figure for 1966. The effests on
business investment for 1966—and
probably to n greater extent also for
1967—would be increased somewhat if
full ellowsnca is made for the indirect
effects of the 1966 financial market
developments, which would initially be
expocted to incresse gs the period of
time is extended.

These estimnted effacts of monetary
polioy in 1948 on business lnvestment
in 1066 and 1967 seem quite smell in
almost any perspective, particularly
when it is recalled that last year wit-
nessed one of the periods of grestest
credit stringency in many decades.
There is interast not only in the smalf
size of the “ultimate” impact but also
in the significant: lag between monetary
action and sny eppreciable effect on
business investment; this reflects both
the time required to intensify monetary
regirictions and the refatively slow im-
pact on the large firms, which account
for a high propertion of totel invest-
ment. Apparently, oot until the thind
quarter of 1966—more than § months
after the deolsion to implement signifi-
cont monetary restristions—wara even
the small sverage 1366 effects on plant
and equipment and inventory invest-
ment achieved. The somewhat larger
1087 effects, which weare indicated evan
after the restrictive policy wus reversad,
were of course masociated with signifi-
cantly longer time lags. Lags tended to
be shorter and the impact somewhat
severe for the smaller firms.

The relatively emall and significantly
delayed overall impact of monatary
policy ob business investment is in
interssting contrast to the shock affact
of euch poliey on investment in housing.
Although we do not have & raliable
framewerle for estimating the effect of
the credit stringency on housing, the
rough megnitude of the sffect seems
reasonably clear. Housing investioent
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had been quite stabla from 1964
through the first quarter of 1966, It
started to decline in the second gquarter
of 1966, apparently laygely in response
to davelopments in tha finaneial markats,
and showed major wenknesses in tha
third aod fowréh quariers, declining
56.1 billion or 23 percent from 3

seasonally adjusted annual rate of

$27.0 hillion in the first guarter to
%20.9 billion in the fourth. There wers
time lags here as well, but ever by the
third quarter, honsing investment had

declined $3.3 billion at ap annual rate,

or 12 percent, from the first quarter,
As compared with either the 1965 or
first quarter 1966 rafe, the veduction
in housing investment .for the entire
yeat 1966 amounted to $2.6 Hillion, or
closa to 10 percent.

Thus, it sppears thai monetary
policy impinges t¢ a much greater
extent on tha housing market than on
busineszs investment snd that the former,
unlike the latter, bears much of the
brunt of economic stabilization thyough
mongtary policy, It should be pointed
cut, however, that as compared -ith
business vestment, housing presum-
ably is also mors greatly {snd favorably)
affected by monetary policy designed
to stimulate investment during reces-
sionary periods. Therafore, it is not clesr
whether aver tha entire bhusiness cyela
the net affect of monetary polisy is
gignifisantly preatar for housing than
for business investment. Moreover,
even in 1966 nonmonetory policies may
have been somewbat more restrietive
on bugingas investment. than on housing.
Lats in the yesr, tha suspengion of the
investment tax credit snd of certain
accelerated amortization procedures im-
posed some fiseal restraint on invest.
ment in plant and equipment expendi-
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tures {though the suspension was of
relatively short duration).'® Earlier in
the year, the Administration had urged
voluntery restraint. A consideration-of
the net affects of cradit policy on hovsing
ond husiness investment over the cyele
and a comparison with available alter-
natives from the viewpoint of economie
stabilization and development ere be-
yond the scope of this article.

TECHNICAL NOTES

. 'The guestionnaire reproduced below
was mailed in lata March 1967 to all
firms that eurrently cooperats in the
OBE-SEC quarterly surveys of plant
and equipment expenditures, except for
certainr  transportation  » companies
{mmong these, only airlines and rail-
roads and trucking companies classifiad
85 Class I by the Interstate Commerce
Clommission were surveyed). Question-
nairss were sent to 5,37 cooparating
companies; these compenies acccunt for
approximately 70 percent of total non-
agriculteral asets of U.B. business
enterprises. As in the regular guartecly
surveys, the questicnnaires were comn-
pleted on a company basis, rather than
on an individual establishment or plant
basis.

Raplies were received in April and
May 1967 from 4,781 eompanies, 54
patoent of the firms surveyed. Agpregate
expenditures for plant and aguipment
in 1966 by tha reporting firms were more
than 60 pereent of the $60.6 billion of
auch outlays made by a1l U.S firms in
the scope of the OBE-SEC survey of
plant and equipment expenditures. Of
the 4,781 returns, 145 gquestionnaives

¥ Thds moiaiuhet, porlleghel)y U sonperton of ot
somalerated smomtirstlon procedorss, may alse have hed &
retrlative efeet o APOEASRE N Bl aDnEMQUEHERT oal
ragldential oonsrtruriion

Augost 1967

could not be meaninghully tabulated
bapause of inadequata information. An
additional 218 questionnaires were re-
caived Loo latetor tabulation. {Inclusian
of thees returns would not have signifi-
cantly affecied the resulis presented
here.) The analysis in this article con-
sequently utilizes returns from 4,41%

* COMIPANLES.

The response rate by industry in
terms of numbers of firms surveyed was:
manufacturing, 35 percent; trade, 53
percent; finence, 69 percent; utilities
and communication, 52 percent; and
all other groups, 48 percent. Individual
compsny reports were examined and
tabulated only by employees of the U5,
Department of Cominerce, the Securi-
tiess and Exchenge Commission, and -
Interstate Commerce Clommission.

Differences ‘in scope betwesn this
survey and previous but more limited
ones condusted in 1060 end 19568 may
be of interest. The 1950 and 1956 sur-
veys inquired mto the ressons for devia-
tions between sctual wnd anticipaied
capital outlays i 1949 and 1055 re-
spectively, eesentially varallsling Sec-
tion I of the current survey, but not
Soctions II and I1I. The two enrler .
surveys wera mailed only to certain
anterprises, shisfly manufacturing,
whereas the present survey was mailed
to all firms repularly scopereting in the
OBE-SEC quarterly investment sur-
vays (with the exceptions noted earliar}.
Moregver, the two earlier surveys in-
cluded omly thosze entarprises whose
actual outlays in the year concernad
exceeded certain levels (generally $5,000
for 1949 and $10,000 for 1955) and dif-

“fared by more then 25 percent from

their early anticipations {15 percent for
iirms with assets of 550 million and over
in the survey for 1955).



